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USURY IN LAW, IN PRACTICE AND IN 
PSYCHOLOGY. 

THAT a borrower may by his " necessities " be forced into 
making a burdensome contract, has been the opinion of 
many supreme court judges, expressed in their decisions, and 
is a fundamental conviction among legislators and men in 
general who favor usury laws. It is assumed that borrowing 
is a natural and often a necessary act, in which the borrower 
may be forced to agree to hard conditions imposed by the greed 
of the lender ; that upon it in some degree depend the main- 
tenance and development of industry ; that through it men are 
enabled to avoid losses and sacrifices ; and, by implication, that 
the possessor of loan wealth, while holding power over the poor 
and the unfortunate, is at the same time under some sort of 
obligation to lend to them. There is a feeling, rather than a 
distinct belief, that the borrower lacks the conditions that 
would enable him to deal on equal terms with the lender ; and 
the latter's greater freedom of choice between contracting and 
not contracting has been forcibly called a " moral duress " by 
the supreme court of New Hampshire. 1 No one can study 
interest from a legal point of view without realizing that its 
fundamental phenomena are of a psychological character, but 
qualified by economic influences. This is brought out promi- 
nently in a study of usury, and it is proposed in this article to 
sketch the chief attempts that have been made in this country 
to regulate the rate of interest by law and the presumption as 
to their effect,- with an examination of the psychological side of 
the subject. 

I. Past and Present Usury Laws. 

Nine states and territories have never had a usury law except 
the United States law governing national banks. These nine 

1 Peterborough Savings Bank vs. Hodgdon, 62 N. H. 300 (1882). 
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all lie in the far West, and are by name Alaska, Arizona, Cali- 
fornia, Colorado, Montana, Nevada, Utah, Washington and 
Wyoming. 1 Three New England states, after experience with 
usury laws, have repealed them, Connecticut in 1877, Maine in 
1870 and Rhode Island in 1865. In two states, Louisiana and 
Massachusetts, the statutes on the subject have been so quali- 
fied as to be practically insignificant ; the former state substan- 
tially abandoned usury laws in i860 and the latter in 1867. 2 

In eighteen states and territories that now have usury laws 
there have been intervals since the first enactment on the 
subject during which such laws were not in force. These 
periods are as follows: Alabama, 1818 to 1819; Arkansas, 
1868 to 1874; Florida, 1822 to 1830 and 1866 to 1891 ; Georgia, 
1873 to 1875; Idaho, 1864 to 1879; Illinois, 1819 to 1833; 
Indiana, 1831 to 1833; Kansas, 1859 to i860; Minnesota, 
1851 to i860; Mississippi, 1873 to 1875, with inconsequential 
exceptions; Nebraska, 1855 to 1861 ; New Mexico, 1852 to 
1882; North Dakota and South Dakota, 1865 to 1866; Or- 
egon, 1854 to 1863; South Carolina, 1866 to 1877; Texas, 
1870 to 1876; and Wisconsin, 1849 to 1851. In seventeen 
states and one territory and in the District of Columbia, usury 
laws have been continuously in force from the date of the first 
law, the list being as follows : Delaware, District of Columbia, 
Iowa, Kentucky, Maryland, Michigan, Missouri, New Hamp- 
shire, New Jersey, New York, North Carolina, Ohio, Oklahoma, 
Pennsylvania, Tennessee, Vermont, Virginia and West Virginia. 

As to the legal maximum rate, twelve states and territories 
set no limit and two practically none ; in eleven the rate is six 
per cent, namely, Delaware, Kentucky, Maryland, New Hamp- 
shire, New Jersey, New York, Pennsylvania, Tennessee, Ver- 
mont, Virginia and West Virginia ; seven per cent is the rate 
in Illinois ; eight per cent in nine states, namely, Alabama, 
Georgia, Indiana, Iowa, Michigan, Missouri, North Carolina, 

1 This was true January 1, 1892, which date is to be considered " the present time," 
in all references to existing laws in this article, unless otherwise stated. 

2 The limit of eighteen per cent established in Massachusetts in 1888 on loans of 
less than $ 1 000 is so high that it is far above the daily affairs of the people. 
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Ohio and South Carolina ; ten per cent in the District of 
Columbia and in eight states, namely, Arkansas, Florida, Kan- 
sas, Minnesota, Mississippi, Nebraska, Oregon and Wisconsin ; 
twelve per cent in five states and territories, New Mexico, 
North Dakota, Oklahoma, South Dakota and Texas ; and eigh- 
teen per cent in Idaho. 

The special rates applicable in some cases to banks have not 
been taken into account in the preceding classifications. Where 
there are no local usury laws national banks are limited to seven 
per cent by the National Currency Act ; elsewhere the national 
banks are governed by the local laws, except that in states which 
assign to state banks of issue a limit different from that appli- 
cable to other lenders, " the rate so limited shall be allowed for 
associations organized in any such state under this act." l The 
national and state statutes confining banks to exceptionally low 
rates of interest are of little or no practical consequence as usury 
laws ; for the banks easily evade their provisions. As it is not 
intended to make an exhaustive legal examination of the sub- 
ject, no attention is paid to the rates of interest on judgments, 
on contracts after maturity and on contracts not specifying 
rates, or to compounding and the rates permitted to pawn- 
brokers. 

The tendency of the legislation from the beginning to the 
present time, so far as any change is discernible, has been rather 
toward a lower maximum rate. In eighteen of the states and 
territories the rate has been lowered ; in eleven and in the 
District of Columbia there has been an increase ; and in twenty 
there has been no change. For some time after the Civil War 
higher rates than before the war were permitted in many states, 
and there has been a decline in these rates, generally, in recent 
years. The lowest limit ever fixed was five per cent, in Virginia 
in 1734; the highest, twenty-four per cent, in the territory of 
Dakota in 1866 and in Idaho in 1871. 

A classification of the penalties for violation of usury laws 
requires many explanations and qualifications, only a few of 
which can be made. A distinction must be noticed between 

1 Section 30 of the National Currency Act, approved June 3, 1864. 
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"loss" and "forfeiture." A lender who violates the law may 
" lose " his principal and legal interest because the law denies to 
him their collection from the borrower, or he may be allowed 
to collect them and may then be subject to a "forfeiture " of twice 
the amount of the interest if complaint is made by the borrower 
or some informer in an action separate from that brought by 
the lender for the collection of the debt. In some states the 
penalties are enforcible only in case the usury is actually 
received ; in others, if it is merely agreed to. The general 
principle of the common law is that an indorsee of usurious 
negotiable paper for a valuable consideration before maturity 
without notice of the usury, cannot be made to suffer the 
penalty for the usury unless the contract was void at its incep- 
tion, 1 and this opens a wide door for the evasion of the statutes. 
The excess above the legal interest can nowhere be collected ; 
but if paid, in some states it can and in others it cannot be 
recovered by the debtor. The creditor's loss of this excess can 
hardly be considered a penalty, but in the abstract of interest 
laws that follows it is referred to when the usurer is subject to 
no other loss. 

In seven states usury has no positive penalty, the usurer 
being merely disqualified from collecting the illegal interest if 
the debtor contests his claim ; these states are Georgia, Ken- 
tucky, Maryland, Ohio, Pennsylvania, Vermont and West Vir- 
ginia. An usurious contract involves loss of the interest or 
forfeiture of an equal sum in Alabama, the District of 
Columbia, Illinois, Michigan, Mississippi, Missouri, Nebraska, 
New Jersey, Oklahoma, Texas and Virginia — nine states, one 
territory and the District of Columbia. Both principal and 
interest are lost or an equal amount forfeited in Arkansas, 
North Dakota and Oregon. In Delaware principal and inter- 
est are lost and the amount of the same is forfeited ; in 
Florida, North Carolina and South Carolina the interest is 
lost and double the illegal interest received is forfeited. In 
Idaho there is a forfeiture of ten per cent of the amount of the 
principal for each year during which the contract endures ; in 

1 Parsons on Contracts, vol. iii, part 2, chapter 7. 
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Indiana there is a loss of the interest above six per cent ; in 
Iowa, a loss of interest and ten per cent of the amount of the 
principal for each year. The penalty in Kansas is a loss of 
the illegal interest and forfeiture of the amount of the same ; 
in Minnesota, if usury is received, a loss of principal and inter- 
est and a forfeiture of the amount of the illegal interest 
actually received ; in New Hampshire a forfeiture of three 
times the amount of the illegal interest received. Usury is a 
finable offence in New Mexico and the usurer is also subject 
to a forfeiture of double the amount of the illegal interest 
received. Both principal and interest are lost in New York, 
and there are fine and imprisonment besides. In South Dakota 
there is a loss of interest, with the penalty of a misdemeanor ; 
in Tennessee, a fine and loss of illegal interest ; and in Wis- 
consin the usurer loses interest and forfeits thrice the illegal 
interest received. A violation of the very limited usury law of 
Louisiana carries the penalty of loss of interest ; in Massachu- 
setts there is no penalty. 

In only three states is usury a criminal offence and in none 
of these is the penalty necessarily imprisonment. In all other 
cases the penalty for usury in the United States is the risk of 
the usurer's wealth, the insurance for which, generally speak- 
ing, has always been collected in the rate of interest. As com- 
pared with the original, the penalty is at present less severe in 
eighteen of the states and territories having usury laws and in 
the District of Columbia, more severe in seven, and in ten it 
has remained substantially the same. There has been some 
discrimination against banks in fixing a lower limit for them 
than for other lenders, and also against corporations in refusing 
to them, as borrowers, the defence of usury. 

In the abstract of laws that follows, the attempt is made to 
present a history of usury legislation in the United States from 
the earliest enactments to January 1, 1892, in regard to the 
rates of interest and the penalties for usury, written contracts 
being understood if any distinction is made in the law between 
them and oral contracts, and as far as the rate of interest is 
concerned, contracts before maturity with agreements as to the 
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rate. In regard to the penalty, however, such a one as the loss 
of interest does not attach until suit is brought by the creditor 
after the maturity of the contract. Penalties are mentioned 
without description of the variable provisions that make them 
applicable, and numerous minor qualifications of the statements 
in the abstract are omitted because not called for in an article 
of this sort. 



Historical Abstract of Usury Laws in the United States from the 
earliest times to January 7, i8Q2. 

Alabama: 1805, six percent — penalty, loss of interest; 1818, any 
rate; 1819, eight per cent — penalty, loss of illegal interest; 1820, 
penalty, loss of principal and interest and forfeiture of the amount of 
the same ; 1852, penalty, loss of interest. 

Alaska : No usury laws, except that under the National Currency Act, 
in force June 3, 1864, national banks are limited to seven per cent, with 
penalty of loss of interest and forfeiture of twice the amount of the 
illegal interest received. 

Arizona: 1865, any rate, subject to the provisions of the National 
Currency Act, as above. 

Arkansas : 1808, ten per cent — penalty, loss of interest ; 1838, pen- 
alty, loss of principal and interest ; 1868 (constitution), any rate, except 
that national banks come under the National Currency Act; 1874 (con- 
stitution), ten per cent — penalty, loss of principal and interest. 

California : 1850, any rate, subject to the National Currency Act after 
June 3, 1864. 

Colorado : 1861, any rate, subject to the National Currency Act after 
June 3, 1864. 

Connecticut: 1702, six per cent — penalty, loss of principal and 
interest and forfeiture of the amount of the principal; 1849, penalty, 
loss of interest ; 1854, six per cent for banks — penalty, fine of not less 
than #500, but not applicable to savings banks; 1872, any rate, subject 
to the National Currency Act ; 1873, seven per cent — penalty, forfeiture 
of the amount of the interest; 1875, seven per cent for savings banks 
— penalty, fine of $1000 to #5000; 1877, any rate, subject to the 
National Currency Act. 

Delaware : Before 1721, date unknown, eight per cent; 1721, six per 
cent — penalty, loss of principal and interest; 1855, banks limited to 
one per cent for 60 days — penalty, forfeiture of charter and directors 
to be fined. 
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District of Columbia: Previous to 1870, six per cent — penalty, loss 
of principal and interest ; 1 864, subject to the National Currency Act ; 
1870, ten per cent — penalty, loss of interest, but the law in regard to 
national banks was not changed. 

Florida : 1822, any rate ; 1830, ten per cent — penalty, loss of princi- 
pal and interest ; 1832, any rate; 1833, ten per cent — penalty, loss of 
interest due ; 1844, eight per cent — penalty, the same as before ; 1866, 
any rate, subject to the National Currency Act; 189 1, ten per cent — 
penalty, loss of interest and forfeiture of double the illegal interest 
received. 

Georgia : 1 759, eight per cent — penalty, loss of principal and interest 
and forfeiture of treble the amount of the principal; 1822, penalty, loss 
of interest; 1845, seven per cent — penalty, the same as before; 1857, 
banks taking more than seven per cent to forfeit treble the amount of 
the illegal interest and lose principal and interest; 1862, penalty, loss 
of illegal interest; 18 71, ten per cent — penalty, the same as before; 
1873, banks subject to the usury law; subsequently in 1873, any rate, 
subject to the National Currency Act ; 1875, twelve per cent — penalty, 
loss of interest; 1879, eight per cent — penalty, the same as before; 
1 88 1, penalty, loss of illegal interest. 

Idaho: 1864, any rate, subject to the National Currency Act; 1871, 
twenty-four per cent — penalty, forfeiture of treble the amount of the 
illegal interest and fine not exceeding $100 or imprisonment not ex- 
ceeding six months, or both; 1875, penalty, forfeiture of the illegal 
interest received and fine and imprisonment as before; 1879, eighteen 
per cent — penalty, forfeiture of treble, the amount of the illegal interest 
actually received and fine and imprisonment as before ; 1887, penalty, 
forfeiture of ten per cent of the amount of the principal for each year. 

Illinois : 1819, any rate, except that banks were limited to six per 
cent, with penalty of loss of principal and interest; 1833, twelve per 
cent — penalty, forfeiture of treble the amount of the interest; 1845, 
six per cent — penalty, the same as before, but, if usury was actually 
received, forfeiture of treble the amount of the illegal interest ; 1849, 
ten per cent — penalty, the same as before; 1851, seven per cent for 
banks on secured loans; 1853, no corporation to interpose the defence 
of usury; 1857, ten per cent for banks; 1857, penalty, loss of interest; 
1879, eight per cent — penalty, the same as before; 1891, seven per 
cent — penalty, the same as before. 

Indiana: 18 18, six per cent — penalty, loss of interest; 1831, any 
rate ; 1833, ten P er cent — penalty, forfeiture of double the amount of 
the illegal interest; 1842, six per cent — penalty, the same as before, 
Union County excepted until May 27, 1852 ; 1852, penalty, forfeiture 
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of five times the amount of the illegal interest; 1861, penalty, loss of 
illegal interest; 1867, ten per cent — penalty, the same as before; 
1879, eight per cent — penalty, loss of the excess over six per cent. 

Iowa: 1839, twenty per cent — penalty, loss of illegal interest and 
forfeiture of twenty-five per cent of the amount of the principal ; 1843, 
ten per cent — penalty, forfeiture of the amount of the excess actually 
received above six per cent; 185 1, any rate; 1853, ten per cent — 
penalty, loss of interest and forfeiture of ten per cent of the amount of 
the principal for each year; 1890, eight per cent — penalty, the same 
as before. 

Kansas: 1859, any rate; i860, twenty per cent — penalty, loss of 
interest; 1863, twelve per cent — penalty, the same as before; 1872, 
penalty, loss of illegal interest; 1889, ten per cent — penalty, loss of 
illegal interest and forfeiture of the amount of the same. 

Kentucky: 1798, six per cent — penalty, loss of interest; 1819, 
penalty, loss of illegal interest; 1871, ten per cent — penalty, loss of 
interest; 1876, eight per cent — penalty, the same as before; 1878, six 
per cent — penalty, loss of illegal interest. 

Louisiana: 1805, banks limited to six per cent — no penalty; 1808, 
ten per cent — penalty, loss of interest; 1844, eight per cent — penalty, 
loss of interest; 1855, banks subject to the general usury law; 1856, 
penalty, loss of illegal interest ; 1 860, any rate on assignable contracts 
before maturity; 1870, penalty, loss of interest. 

Maine: 1821, six per cent — penalty, loss of principal and interest 
and forfeiture of the amount of the same ; 1834, penalty, loss of illegal 
interest; 1870, any rate, subject to the National Currency Act. 

Maryland : 1692, six per cent for a loan of money, eight per cent for 
a loan of tobacco or other property — penalty, loss of principal and 
interest and forfeiture of treble the amount of the principal; i860, six 
per cent — penalty, loss of illegal interest. 

Massachusetts: 1 641, eight per cent; 1693, six per cent — penalty, 
loss of principal and interest; 1826, penalty, loss of interest — penalty 
for banks, forfeiture of treble the amount of the interest ; subsequently 
in 1826, penalty, forfeiture of treble the amount of the interest; 1846, 
penalty, forfeiture of treble the amount of the illegal interest; 1867, 
any rate, subject to the National Currency Act; 1870, bonds issued by 
corporations limited to seven per cent — no penalty ; 1 884, notes, bonds 
and scrip issued by municipalities limited to six per cent — no penalty ; 
1886, bonds issued by gas companies limited to six per cent — no pen- 
alty ; 1888, eighteen per cent on loans of less than $1000 — no penalty. 

Michigan: 1820, six per cent — penalty, loss of illegal interest and 
forfeiture of twenty- five per cent of the amount of the principal; 1830, 
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seven per cent — penalty, the same as before; 1838, ten per cent — 
penalty, forfeiture of treble the amount of the illegal interest to debtor 
in case of suit on the contract brought by the creditor; 1843, penalty, 
loss of illegal interest; 1891, eight per cent — penalty, loss of interest. 

Minnesota: 1851, any rate; 1858, fifteen per cent for banks on 
secured loans — penalty, fine of not less than $50 nor more than $500 ; 
i860, twelve per cent — penalty, loss of illegal interest; 1866, twelve 
per cent for banks; 1877, penalty, if usury was actually received, for- 
feiture of the amount of the same and loss of principal and interest ; 
1879, ten per cent — penalty, the same as before, but not applicable to 
building and loan associations. 

Mississippi: 1805, six per cent — penalty, loss of interest; 18 18, 
eight per cent, but no limit for a bona fide loan of money — no penalty; 
1822, eight percent, but ten per cent for a loan of money — penalty, 
loss of interest; 1842, six per cent, but eight per cent for a loan of 
money — penalty, the same as before ; 1854, ten per cent for a loan of 
money — penalty, loss of the illegal interest; 1856, ten per cent on all 
contracts — penalty the same as before; 1873, any rate, except that no 
more than ten per cent could be collected from a minor nor from the 
estate of a deceased debtor for interest accrued since his death, and 
except that national banks came under the National Currency Act; 
1875, ten per cent — penalty, loss of interest; 1886, no limit for build- 
ing and loan associations and law of 1875 applied to banks. 

Missouri: 1813, ten per cent — penalty, loss of interest; 1847, six 
per cent — penalty, interest at agreed rate forfeited ; 1856, ten per cent 

— penalty, the same as before; 1887, no limit for building and loan 
associations ; 1891, eight per cent — penalty the same as before. 

Montana : 1865, any rate, subject to the National Currency Act. 

Nebraska: 1855, any rate; 1861, fifteen per cent — penalty, loss of 
interest; 1867, twelve per cent — penalty, the same as before; 1879, 
ten per cent — penalty, the same as before. 

Nevada : 1861, any rate ; 1864, subject to the National Currency Act. 

New Hampshire: 1791, six per cent — penalty, forfeiture of treble 
the amount of the illegal interest; 1872, penalty, forfeiture of treble the 
amount of the illegal interest actually received. 

New Jersey: 1738, seven per cent — penalty, loss of principal and 
interest; 1824, six per cent — penalty, the same as before; 1846, six 
per cent, except in several towns, cities and counties, after certain dates 

— penalty, the same as before; 1864, penalty, loss of interest; 1866, 
seven per cent throughout the state — penalty, the same as before ; 

1874, usury law not applicable to bonds and mortgages of corporations ; 

1875, penalty in Monmouth County, loss of principal and interest ; 1878, 
six per cent throughout the state — penalty, loss of interest. 
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New Mexico: 1852, any rate; 1864, subject to National Currency 
Act; 1882, twelve per cent — no penalty; 1884, penalty, forfeiture of 
double the amount of the illegal interest actually received and fine of 
not less than $25 nor more than $100. 

New York: 171 7, six per cent; 17 18, eight per cent; 1737, seven 
per cent; 1787, penalty, loss of principal and interest; 1830, penalty 
not applicable to indorsee of negotiable paper without notice of usury ; 
1837, law as to indorsee repealed and penalty made a fine not exceed- 
ing $ 1 000 or imprisonment not exceeding six months, or both, in addi- 
tion to loss of principal and interest ; 1850, no corporation to interpose 
the defence of usury ; 1880, six per cent — penalty, the same as before ; 
1882, penalty for banks, loss of interest and, if usury is actually received, 
forfeiture of twice the amount of the same ; 1882, any rate for demand 
loans of I5000 or more on collateral security, but subject to the National 
Currency Act. 

North Carolina: 1741, six per cent — penalty, loss of principal and 
interest and double the amount of the principal forfeited; 1843, usury 
law not applicable to indorsee of assignable paper ; 1866, eight per cent 
for a loan of money, six per cent on other loans — penalty, loss of inter- 
est; 1875, eight per cent in all cases — penalty, loss of principal and 
interest, forfeiture of double the amount of the principal and fine of not 
less than #100 nor more than |iooo ; 1877, penalty, loss of interest and 
recovery of twice the amount of the illegal interest actually paid. 

North Dakota : 1865, any rate, subject to the National Currency Act ; 
1866, twenty- four per cent — penalty, loss of principal and interest; 
1875, twelve per cent — penalty, loss of interest; 1877, penalty, that of 
a misdemeanor (and loss of interest, as before) ; 1881, any rate in 
certain counties, subject to the National Currency Act; 1887, violation 
not a misdemeanor; 1887, exception in favor of certain counties 
repealed; 1889, penalty, that of a misdemeanor (and loss of interest, as 
before) ; 1890, penalty, loss of principal and interest, but not applica- 
ble to building and loan associations, nor to indorsee of negotiable 
paper without notice of usury. 

Ohio: 1799, six per cent — penalty, loss of interest; 1804, penalty, 
forfeiture of the amount of the principal and interest ; 1824, penalty, 
loss of illegal interest ; 1850, ten per cent, six per cent for banks unless 
a higher rate permitted by charter — penalty, loss of principal and 
interest; 1859, six per cent — penalty, loss of illegal interest; 1869, 
eight per cent, but national and state banks still limited to six per cent 
— penalty, the same as before. 

Oklahoma: Session of legislature ending December 24, 1890, twelve 
per cent, but no limit for building and loan associations — penalty, loss 
of interest. 
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Oregon: 1854, any rate; 1863, twelve per cent — penalty, loss of 
interest and forfeiture of the amount of the principal ; 1 880, ten per 
cent — penalty, the same as before ; 1885, the tax on the loan may be 
paid by the borrower, if the rate of interest is not higher than eight per 
cent. 

Pennsylvania : Before 1 700, date unknown, eight per cent ; 1 700, six 
per cent — penalty, the amount of the principal forfeited; 1705, eight 
per cent — penalty, the same as before; 1723, six per cent — penalty, 
the same as before; 1842, no limit for debts of railroad and canal 
corporations; 1850, banks limited to one-half of one per cent for thirty 
days — penalty on officer violating, fine of not more than #1000 and 
imprisonment not exceeding three years; 1857, seven per cent for 
agents and commission merchants of persons not living in the state, on 
balance retained and advancements ; 1858, penalty, loss of illegal inter- 
est; 1865, the tax on the loan may be paid by the borrower; 1878, 
state banks limited to six per cent; 1887, repeal of the law permitting 
the borrower to pay the tax on the loan. 

Rhode Island: 1767, six per cent — penalty, loss of interest and 
forfeiture of one-third of the amount of the principal and all the inter- 
est; 1822, penalty, loss of interest; 1844, penalty for banks, fine of 
#500 ; 1865, any rate, subject to the National Currency Act. 

South Carolina: 1691, ten per cent; 1719, penalty, loss of principal 
and interest and forfeiture of treble the amount of the principal ; 1 748, 
eight percent — penalty, the same as before; 1777, seven per cent — 
penalty, the same as before; 1830, penalty, loss of interest; 1866, any 
rate, subject to the National Currency Act ; 1877, seven per cent — pen- 
alty, loss of interest; 1882, ten per cent — penalty, loss of interest and 
forfeiture of double the amount of the illegal interest actually received ; 
1890, eight per cent — penalty, the same as before. 

South Dakota : The same as North Dakota previous to the law of 
1890. (See North Dakota.) 

Tennessee : 1 741, six per cent — penalty, loss of principal and inter- 
est and forfeiture of double the amount of the principal; 181 9, penalty, 
loss of illegal interest and fine; 1858, penalty, loss of illegal interest 
and fine of not less than $10 nor more than the amount of the illegal 
interest; 1870, ten per cent — penalty, loss of interest above six per 
cent and fine of not less than $100 ; 1877, six per cent — penalty, loss 
of illegal interest and fine of not less than $10 nor more than the 
amount of the illegal interest. 

Texas: 1840, twelve per cent — penalty, loss of interest ; 1870 (con- 
stitution), any rate, subject to the National Currency Act; 1876 (consti- 
tution), twelve per cent — penalty (act of legislature), loss of interest; 
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1 89 1 (constitution), ten per cent — penalty to be provided by next 
legislature. 

Utah : 1868, any rate, subject to the National Currency Act. 

Vermont: 1787, six per cent — penalty, forfeiture of the amount of 
the principal; 1797, penalty, loss of illegal interest and forfeiture of 
twenty-five per cent of the amount of the principal ; 1823, loss of illegal 
interest. 

Virginia : 1 730, six per cent — penalty, loss of principal and interest 
and forfeiture of twice the amount of the principal ; 1 734, five per cent 
— penalty, the same as before; 1797, six per cent — penalty, the same 
as before ; 1870 (constitution), twelve per cent — penalty (act of legis- 
lature), the same as before; 1872, limitation of twelve per cent by 
constitution annulled; 1873, corporations not to interpose defence of 
usury; 1873, eight per cent — penalty, loss of interest above six per 
cent; 1874, six per cent — penalty, loss of interest. 

Washington : 1854, any rate ; 1864, subject to the National Currency 
Act. 

West Virginia : 1868, six per cent — penalty, loss of illegal interest, 
but corporations not to interpose defence of usury. 

Wisconsin : 1839, twelve per cent, but seven per cent for banks, unless 
otherwise provided by charter — penalty, forfeiture of treble the amount 
of the illegal interest ; 1849, anv rate > ^5 J , twelve per cent — penalty, 
loss of principal and interest and forfeiture of treble the amount of the 
illegal interest received; 1852, ten per cent for banks until i860 and 
seven per cent thereafter; 1856, penalty, the same as before if usurious 
interest was paid, but if usurious interest was reserved in a contract, the 
penalty was the loss of interest and forfeiture of treble the amount of 
the illegal interest; 1859, penalty, loss of interest and forfeiture of treble 
the amount of the illegal interest; i860, ten per cent — penalty, the 
same as before; 1863, seven per cent — penalty, the same as before; 
1866, ten per cent — penalty, the same as before; 187 1, penalty, loss 
of interest and, if usury had been received, forfeiture of treble the 
amount of the illegal interest ; 1876, usury law not applicable to build- 
ing and loan associations. 

Wyoming : 1869, any rate, subject to the National Currency Act. 

The legislation summarized in this abstract reveals a total 
lack of any dominant principle or tendency among the states. 
Though the protection of the borrower against extortion is 
the reason given for usury laws, Washington, with a scarcity of 
domestic capital, is without them and so falls in the same class 
with Connecticut, where the domestic capital is greater than 
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can be employed in the state. And South Dakota, which should 
be in the same class with Washington, on the other hand makes 
usury a criminal offence. There is no good reason why Rhode 
Island and New Hampshire should not be in the same class, 
yet the former permits any rate of interest, while the latter 
fixes the maximum at six per cent. Assuming that some sort 
of usury law is desirable, the fallibility of legislatures in deter- 
mining what it shall be is apparent. On any ground ever 
employed to defend usury laws, it is hard to explain why in 
Vermont, with all the changes in finance, industry, the produc- 
tion of wealth, the cost of living and other matters affecting the 
debtor's ability to pay interest, the limit should have remained 
at six per cent for over a hundred years, or that eight per cent 
should have been the highest rate in Alabama continuously 
since 18 19, or that the maximum in Illinois should have been 
twelve, six and ten, respectively, at such short intervals as 1833, 
1845 and 1849. After comparing the rates fixed in adjoining 
states at the same time and taking note of the many, and often 
radical, changes in the same state, the conclusion follows that 
legislatures have been fitted to deal with this matter only in a 
very rough way and that on the one hand politicians, bidding 
for the support of class interests and prejudices, and on the 
other hand money lenders, striving to take down the bars 
against extortion, have probably had much influence in the 
legislation. 

II. The Practical Operation of Usury Laws. 

Whether usury laws are correct in theory or not, it is impor- 
tant to know something about their practical effect. There 
is undoubted faith in them among the masses of the people, 
after centuries of trial, but to determine whether it is faith in a 
sentiment or whether it is founded on the practical and success- 
ful operation of these laws, may need more evidence than is 
obtainable. However, the evidence at hand will warrant a con- 
clusion that will stand until further and contrary evidence is 
adduced. 
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How many times the courts have been called upon to enforce 
the laws against usury is not known, even with scant approxi- 
mation to the truth, but it is presumable that many thousands 
of actions have been instituted in the various states and terri- 
tories for this purpose, since the cases that have been carried to 
supreme courts alone number many hundreds. If all these cases 
were decided against the creditors, still it would not follow that 
the laws have been generally obeyed. Larceny is still a com- 
mon crime, although thousands of thieves have been convicted. 
Nor is it to be presumed that all violations have been brought 
into court. Usury cases may not represent much more than 
that disposition of men to violate the obligations of their agree- 
ments to which court reports abundantly testify throughout 
the entire domain of contracts, and the probability of success in 
violation is especially promising in usury cases. What does and 
what does not constitute a violation of the ordinary usury law, 
is now pretty well established by supreme court decisions, and 
the chief effect of these decisions seems to be to reveal to the 
lender how the intent of the law may be safely transgressed 
while the letter of the law is obeyed. 

Except in Nebraska and North Dakota, a commission for ob- 
taining a loan, if paid to a third person without the knowledge, 
consent or authority of the lender, is not in law a part of the 
rate of interest. The supreme court of Minnesota intimates 
that a commission is no part of the rate unless it is proved that 
the lender received all or a part of it, directly or indirectly ; x 
and the supreme court of Mississippi unequivocally takes this 
view of the law. 2 Aside from legal considerations, the question 
remains whether a commission may reasonably be regarded as a 
part of the interest from the borrower s point of view. It is 
certainly a part of the cost of the money to him, whatever name 
may be given to it, and as an element of cost it may defeat the 
intent of the usury law. The authors of the law, presumably, 
intended to make it possible in all cases for the borrower to 
obtain a loan at a cost not greater than the interest at the 

1 Acheson vs. Chase, 28 Minn. 211 (1881). 

2 Pass vs. The New England Mortgage Security Company, 66 Miss. 365 (1889). 
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highest legal rate. In such case the law is obviously inade- 
quate. 

The payment of commissions is the chief means by which 
usury laws are nullified, so far as they are designed to limit 
cost. A correspondent in Missouri, who has full knowledge of 
the Western loan business, thus describes how a commission 
increases the rate of interest : 

A loan for $2000 is made for five years with interest at nine per 
cent ; the Eastern lender, who supplies the money, gets a first mortgage 
for this amount bearing interest at six per cent, and the company 
through which the loan is made receives a second mortgage for $300, 
without interest until maturity, representing fifteen per cent, or three 
per cent annually, of the principal, but due two and a half years after 
date. In other words, the loan company gets the money for six per 
cent and lends it for nine per cent. The transaction is finished with a 
small cash payment, by way of premium, made by the loan company to 
the local agent for his services in finding the borrower. 

This is the simplest form of the contract, for it has many 
variations, the effect of which is always to increase the cost to 
the borrower. Although the highest rate permitted by law in 
Iowa, where we may suppose that the contract above described 
is made, has been eight per cent since 1890, yet the supreme 
court would decide that the contract is not usurious. 

The law is well settled [says the court of that state] that where an 
agent for loaning money takes a bonus or commission to himself beyond 
the legal rate of interest without the knowledge, authority or consent of 
his principal, it does not affect with usury the loan of the principal. 1 

The court goes even farther and decides that in such a case the 
note and second mortgage given to secure the commission may 
be collected. 2 These decisions are in accordance with the com- 
mon law of principal and agent and are supported by decisions 
in other states, so that they probably express the law throughout 
the United States, wherever usury laws exist, outside of Nebraska 
and North Dakota. Some decisions hold that the loan agent is 

1 Brigham vs. Myers, 51 Iowa, 397 (1879). 

2 Wyllis vs. Ault, 46 Iowa, 46 (1877). 
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the agent of the borrower in so far as he takes a commission ; 
others rest upon the conclusion that, although he is the agent 
of the lender in making the loan, yet the taking of the commis- 
sion was neither authorized nor sanctioned by the latter, and 
therefore that he, as principal, was not responsible for it ; and 
some of the cases seem to be determined ultimately by the 
absence of proof that the lender has received any of the com- 
mission. 

In a form of the transaction other than the one above de- 
scribed, the borrower receives a less amount than that which 
he agrees to repay, the difference being retained in cash by the 
agent; but this contract, also, though it costs the borrower 
more than the legal rate of interest, is supported by the courts. 
A New York lender placed money in the hands of an agent in 
Minnesota to let at twelve per cent, which was the highest legal 
rate, paying him nothing for his services, but understanding 
that the borrower would pay for them. A borrower gave his 
note to the New York principal for $500 with interest at twelve 
per cent, but received only $432, because, by agreement, the 
agent retained $68 for his services. The transaction was de- 
cided by the Minnesota supreme court not to be usurious. 1 A 
loan of #3000 for five years at eight per cent, was made in Mis- 
sissippi for the New England Mortgage Security Company by 
the Corbin Banking Company of New York through an agent 
in Memphis, Tenn., who employed an agent in Mississippi ; the 
borrower received $2400, but gave a mortgage for $3000 bear- 
ing interest at eight per cent, so that the actual rate on the 
money received was ten per cent, while eight per cent was the 
maximum legal rate. The $600 was so divided that the Missis- 
sippi agent received $60, the Memphis agent $84.30 and the 
New York agent $455.70. The court sanctioned this contract 
and said : " If a borrower has to pay others than the lender for 
the means of obtaining the loan, that is not usury ; for it is not 
the price of the use of money, but the cost of getting it at all." 2 
The reasons advanced by courts for sustaining contracts like 

1 Acheson vs. Chase, 28 Minn. 211 (1881). 

2 Pass vs. The New England Mortgage Security Company, 66 Miss. 365 (1889). 



No. 3.] USURY IN LAW AND IN PRACTICE. 447 

the preceding vary more or less with the states and with the 
circumstances, and if a commission to an agent is held to render 
a contract usurious, it is often because of some technical inci- 
dent that might have been avoided. 1 

In Nebraska, however, the decisions are to the contrary, 2 and 
the reason therefor is the conclusion that the loan agent is the 
agent of the lender in taking the commission and that the latter 
is responsible for the act. This is supported by statute law, 
which provides that " the acts and dealings of an agent in loan- 
ing money shall bind the principal," and that " where the same 
person acts as agent for the borrower who obtains the money 
from the lender, he shall be deemed to be the agent of the 
lender also." 3 North Dakota has the same law. 4 Nebraska 
and North Dakota thus hold the lender to the same responsi- 
bility for the commission as if he received it himself, and in the 
latter case all the states that have usury laws would consider 
the commission as a part of the interest. 

It has repeatedly been declared by supreme courts that the 
object of usury laws is to protect the borrower, but the result of 
the decisions outside of Nebraska and North Dakota is that he 
may have no protection against excessive cost if an agent inter- 
venes. To the extent that the agent and not the lender gets 
the benefit of the commission, borrowers suffer through middle- 
men. 

Yet it is not always the agent alone who enjoys the benefit of 
the commission ; he is often merely a mask for the extortion 
of the lender. A correspondent, who is a well-known lawyer 

1 The following cases sustain the statements of the text : Condit vs. Baldwin, 21 
N. Y. 219 (i860); Rogers vs. Buckingham, 33 Conn. 81 (1865); Gokey vs. Knapp, 
44 Iowa, 32 (1876); Eaton vs. Alger, 2 Keys, 41 (1865); Dickey vs. Brown, 56 Iowa, 
426 (1881); Merck vs. The American Freehold Land Mortgage Co., 79 Ga. 213 
(1887) ; Gray vs. Van Blarcom, 2 Stewart (1878) ; Nichols vs. Osborn, 14 Stewart, 92 
(1886); Phillips vs. Mackellar, 92 N. Y. 34 (1883); Vahlberg vs. Keaton, 51 Ark. 
534 (1889); Atlanta Mining and Rolling Mill Co. vs. Gwyer, 48 Ga. 1 (1873) ; Boyls- 
ton vs. Bain, 90 111. 283 (1878); Landis vs. Saxton, 89 Mo. 375 (1886); Call vs. 
Palmer, 116 U. S. 98 (1885). 

2 FHlovs. Butterfield, 3 Neb. 256 (1874); Cheney vs. White, 5 Neb. 261 (1876); 
Cheney vs. Eberhardt, 8 Neb. 423 (1879). 

8 Statutes of Nebraska, session of 1879, p. 114, sec. 5. 

4 Statutes of North Dakota, session of 1890, chap. 184, sec. 7. 
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of New Mexico, describes a common procedure in that ter- 
ritory : 

A has money to lend ; he also has some hanger-on, B, generally 
a " tin-horn gambler," a worthless, drunken wretch. C is a miner, a 
farmer, an artisan, a stock raiser or a small shopkeeper. C has no 
acquaintance with A and there is no bank in the town where C lives, or 
B is in the employ of the bank and it refuses to lend money to C. 
C has heard B boast that he can get all the money he wants, or he has 
heard this from some one else. C approaches B with regard to borrow- 
ing and B tells him that he can get the money in a day or two. 
B could get the money immediately, but time is required to investigate 
the security and C's extremities. It is a developed mine of promise 
or production ; or it has been shut down by a law suit ; or C needs the 
money to pay for labor, materials or food ; or the floods have destroyed 
his crops ; or the year is a bad one for cattle. B demands twice or 
thrice the highest legal rate, which is twelve per cent ; C objects, 
but finally consents, and a compromise is made somewhere between 
twelve and thirty-six per cent. The excess is divided between A and 
B, the latter often getting more than half. 

This is an adaptation of a familiar device and, if executed 
with outward conformity to the law, is practically a successful 
evasion of the ordinary usury law. Despite much legislation 
on the subject, it is still practically impossible to get evidence 
that a lender divides the commission with an agent. 

It was said by Chief Justice Marshall in 1835 that the 
ingenuity of lenders had devised many contrivances by which, 
under forms sanctioned by law, the statutes against usury had 
been evaded ; a and he mentioned, as one of the earliest and 
most common of these, the purchase of annuities secured by 
real estate or otherwise. Although more than the legal interest 
were obtained, this had never been considered as usurious, 
not only because the principal may have been put at hazard, but 
because it was not the intention of the legislature to interfere 
with individuals in their ordinary transactions of buying and 
selling. But, he said, if the purchase of an annuity or rent 
charge is in fact a loan, it is a shift to evade the law and 
will not be protected. In the case under consideration a bor- 

1 Scott vs. Lloyd, 9 Peters, 418 (1835). 
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rower had obtained $5000 by conveying to the lender a per- 
petual rent charge which was equivalent to interest at a usurious 
rate, but the contract gave to the borrower the option of buying 
in the rent charge for $5000 at the end of five years. The de- 
fence of usury was subsequently set up and was sustained by the 
supreme court. 

A sale of goods at a price beyond their value on a credit, 
when the object is to cover a loan of money at a usurious rate, 
has always been held to be within the statute of usury. 1 A 
transaction whereby one contracts to pay the maximum rate 
allowed by law, and in order to procure the loan agrees to take 
from the lender a policy of insurance and to pay him premiums 
thereon, is usurious. 2 A purchaser of land had paid a part of 
the purchase money and was unable to pay the remainder on 
the day fixed ; a resale was resorted to, as a cover for usury, and 
it was declared void. 3 In the South there is a common trans- 
action in which the farmer receives an advance of supplies from 
a merchant, to be paid for out of the next crop. It brings to 
the merchant a high rate of profit on the goods sold to the 
farmer, and upon a fair consideration it would seem to involve 
a loan as well as a sale. The Arkansas supreme court 
takes this view of the matter in the case of Ford vs. Hancock 4 
and limits the price of goods sold on credit by the following 
principle, which might have been more clearly stated : 

It is not usury for one to sell property on credit for a higher price than 
he would have sold it at for cash and legal interest added. But if the 
sale be really made on a cash estimate and time be given to pay, and 
an amount is agreed to be paid greater than the cash price with legal 
interest would amount to, this is a usurious agreement for forbearance. 

The opinion of the supreme court of Georgia is in accordance 
with this. 6 

These cases are referred to as illustrations of the disposition 
of the courts of this country to ignore the refinements of legal 

1 Archer vs. Putnam, 12 S. and M. 286 (1849). 

2 Missouri Valley Life Insurance Co. vs. Kittle, 2 Federal Reporter, 113 (1880). 
8 Crippen vs. Hurmance, 9 Paige, 211 (1841). 

4 36 Ark. 248 (1880). 6 Irwin vs. Matthews, 75 Ga. 739 (1885). 
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logic in usury cases and to go behind the form and technicalities 
of contracts to discover real usury. Did space permit, many 
cases of this character might be described. A few apparent 
evasions of the law are yet protected, but the circumstances 
surrounding these are of comparatively rare occurrence. It 
has been held in Alabama that a commission merchant's charge 
of five per cent in addition to the highest rate permitted by law, 
for accepting bills or drafts on him by his customers and ad- 
vancing money on them, is not usurious, if intended as a fair 
compensation for the risk, trouble and expense incurred and a 
jury finds that it is such compensation. 1 It is an acknowledged 
exception to the statute of usury that, when the principal is sub- 
ject to substantial risk, more than the maximum legal rate may 
be received. 2 But this risk must not be the ordinary possibility 
of the debtor's insolvency. Examples of risk that is sufficient 
to make an exception to the statute are found in a contract to 
repay a loan with a certain number of heifers or bushels of corn, 
and in an agreement that advances for victualling a ship should 
be repaid with usury upon its return from a voyage 3 — the risk 
in these cases being the possible fall in the price of heifers or 
corn, and the possible failure of the ship to return. 

The exemption of the indorsee of negotiable paper from the 
penalties for usury and, in many states, of the payee after 
indorsement, offers to the usurer a method that is often employed 
to evade the statute. 

From the foregoing review it appears that the statutes of usury 
in the United States cover substantially all transactions in bor- 
rowing except the payment of a commission by the borrower to 
an agent for his own use, and, to some extent, except the trans- 
fer of negotiable contracts. So far as legislation can effect it, 



1 Brown vs. Harrison, 17 Ala. 774 (1850); SchifTer vs. Feagin, 51 Ala. 336 
(1874). 

a Plunkett vs. Dillon, 4 Del. 198 (1871); Stevenson vs. Unkefer, 14 111. 103 
(1852); Heytle vs. Logan, 1 Mar. 531 (1819); Pomeroy vs. Ainsworth, 22 Barb. 
118 (1856); Truby vs. Mosgrove, 118 Pa. St. 89 (1888); Spain vs. Hamilton's 
Admrs., 1 Wallace, 605 (1863). 

3 Morrison vs. McKinnon, 12 Fla. 552 (1869); Cummings vs. Williams, 4 Wend. 
680 (1830). 
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then the borrower is fairly well protected. An examination 
of the decisions of the courts leaves no doubt about this. But, 
as a matter of fact, has not usurious interest been paid when 
agency or indorsement did not intervene? This must be 
answered in the affirmative by every one who has had oppor- 
tunities to observe or who has heard the statements of other 
observers. The Western borrowers of small sums on chattel 
security pay high rates of interest, and everywhere borrowers 
whose possible insolvency is taken into account by lenders suffer 
a consequent disadvantage. Men often do not insist upon the 
enforcement of their legal rights and they have not always 
asked for the relief from usury that the law has guaranteed. 
In communities where loan capital is scarce or is monopolized, 
this is somewhat due to the fear that its supply may be shut off 
if the penalty of the law is invoked ; it is partly due, also, to 
ignorance ; and it is largely due to the disposition of men to 
submit to circumstances. This will not seem absurd when it is 
realized that borrowers at usurious rates of interest are rela- 
tively few. 

Kansas may be referred to as having presented conditions 
that are among the more favorable for inviting violation of the 
usury laws within the last decade, and yet the great mass of 
the contracts for real estate loans made during that time were 
not usurious. Eastern lenders have been receiving from seven 
to eight per cent on their real estate loans in that state ; but 
the highest legal rate was twelve per cent until May 25, 1889, 
when it was lowered to ten per cent. The large supply of 
Eastern capital has in a great degree determined the interest 
rates of the state. On real estate mortgages commissions have 
increased the cost of borrowing above the rates of interest 
mentioned, and the extent to which this is true is thus stated by 
a correspondent who has been in the loan business in that state 
on a large scale for twenty years : 

Where loans are made for one year the commission varies greatly, 
according to the size of the loan, the rate of interest and the kind of 
security offered. It would be from one to three per cent as a rule. On 
loans for five years the commission will range from three to seven 
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per cent ; the average, I think, would be about five per cent, making 
about one per cent a year on the money. 

The average life of a mortgage in Kansas is 3.384 years. 1 

Among the early results of the investigation of real estate 
mortgages by the census office have been published the inter- 
est rates borne by 2,218,640 mortgages, made to secure a 
debt of $2,174,758,178, in Alabama, Illinois, Iowa, Kansas and 
Nebraska during the ten years 1880-89. The office did not 
limit interest rates to what was received by lenders, but included 
commissions and bonuses, and the returns were made mostly 
by special agents who were residents of the regions in which 
they worked, so that they were acquainted with local practices 
pertaining to lending. An effort was made, also, to ascertain 
and report the true rate of interest received by Southern 
merchants who had advanced supplies to farmers. The results 
obtained by the census office, therefore, disclose very nearly 
what the cost of loans was to borrowers within the period of 
ten years. During this time the highest legal rate in Alabama 
and Illinois was eight per cent ; in Iowa and Nebraska, ten per 
cent; and in Kansas, twelve per cent until May 25, 1889, when 
it was reduced to ten per cent. The following table exhibits 
in summary form the results of the investigation in the five 
states : 2 

Usurious Real Estate Mortgages in Five States. 



States. 


Total Mortgages. 


Usurious Mortgages. 


Percentages. 


Number. 


Amount. 


Number. 


Amount. 


For 
Number. 


For 
Amount. 


Alabama . 
Illinois . . 
Iowa .... 
Kansas . . 

Nebraska . 


93,828 
612,249 
520,448 
654,243 
337,872 


$91,099,623 
870,699,940 

439,936,354 
498,653,903 
274,368,358 


26,349 
1,039 

i6 S 

759 
3'3 


$12,395,715 

1,308,100 

103,467 

396,708 

278,758 


28.08 
0.I7 
O.03 
O.I2 
O.09 


13.61 
O.I5 
0.02 
O.08 
O.IO 


Total 


2,218,640 


$2,174,758,178 


28,625 


$14,482,748 


I.29 


O.67 



1 Extra Census Bulletin, No. 16, p. 5. 

2 Ibid., No. 16 and No. 20. 
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The percentages for number being generally larger than for 
amount, it follows that usurious mortgages were for smaller 
amounts, on the average, than those that were not usurious. 
This accords with observation, that the " necessities " that over- 
take borrowers who are able to offer real estate security are 
generally of less magnitude than their so-called voluntary enter- 
prises. Further evidence of this is presented in the next table, 
which shows the same relation of percentages for mortgages 
made to pay farm and family expenses. The paper manufact- 
urer in a certain state who borrowed $80,000 to expand his 
business, did so voluntarily ; but, to quote another actual occur- 
rence, the poor Tennessee widow who mortgaged her little home 
for $13 in 1887 to pay her husband's funeral expenses, and 
after more than two years still owed $7.65, felt a hard necessity 
that can be endured only in homoeopathic doses. 

There is therefore statistical warrant for saying that in num- 
ber as well as in individual magnitude the cases of " necessity " 
are of minor account. The census office has reported the 
results of special investigations in twenty-three counties in 
Alabama, Illinois, Iowa, Kansas, Nebraska and Tennessee, con- 
ducted partly to discover the reasons why real estate mortgage 
debt is incurred. 1 The deferred payment of the purchase 
money of real estate was the sole cause generally of from fifty 
to seventy-five per cent of the original amount of the existing 
debt in these counties, that is, of the amount before partial 
payments were made, and the number of mortgages for this 
object was generally within the same range of percentages of 
the total number in force. Real estate purchase and improve- 
ments, when not associated with other objects, generally ac- 
counted for from sixty-five to ninety per cent of both number 
and amount of the mortgages. When with these objects were 
included business and the purchase of personal property, the 
percentages were generally from eighty-five to ninety-five for 
number and for amount. Farm and family expenses, standing 
alone as an object, were represented generally by less than five 
per cent for both number and amount. The various percent- 

1 Extra Census Bulletins, No. 16 and No. 20. 
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ages for the twenty-three counties are found in the following 
table : 

Objects of Real Estate Mortgage Indebtedness, by Percentages. 



States and Counties. 



Purchase of 
Real Estate. 



For For 

number, amount. 



For For 

number, amount. 



Purchase of 
Real Estate 
and Improve- 
ments. 



Purchase of 
Real Estate, 
Improvements, 
Business, and 
the Purchase 
of Personal 
Property. 



For For 

number, amount. 



Farm and Fam- 
ily Expenses. 



For For 

number, amount. 



Alabama : 

Greene .... 

Jefferson . . . 
Illinois : 

Bureau 

Iroquois . . . 

Jasper 

Morgan . . . 
Iowa: 

Cass 

Crawford . . 

Delaware . . 

Johnson . . . 
Kansas : 

Decatur 

Jefferson. . . 

Lincoln . . . 

Lyon 

Pawnee 
Nebraska : 

Brown 

Cage 

Hayes 

Kimball . . . 

Thayer .... 

Washington 
Tennessee : 

McNairy . . 

Maury .... 



35.68 
67.26 

60.42 
76.12 
51.40 
53.08 

70.05 
65.68 
66.95 
69.13 

32.20 
62.99 
44.81 

5'-57 
45.22 

'7-95 
48.52 

35-24 
92.92 

58.31 

58-13 

49-47 
59-58 



47-97 
67.29 

62.16 
79.71 
52.66 
60.10 

70.28 
66.49 
7 2 -36 
76.60 

30.80 

65-34 
47.02 

5043 
50.10 

13.69 
54.80 
28.46 
94-23 
58i9 
56.00 

31.60 
62.50 



39-46 
89.16 

75.22 

89-95 
68.42 
80.60 

87.89 
87-95 
83-34 
87.04 

53-3° 
79-34 
70.06 

74-56 
7346 

7°45 
88.00 

83-79 
98.10 
84.90 
83-3I 

57-89 
83-33 



55-7' 
92.32 

78.29 
92.25 
66.82 
78-59 

87-iS 
86.29 

85-I7 
90.14 

51.96 
77.92 
69.59 
69.69 
77.71 

65.18 

87-73 
77.82 

97-56 
82.31 
81.41 

34.81 
84.72 



52-43 
92.92 

82.60 

93-64 
84.30 

89.58 

95.21 

94-79 
90.30 
92.10 

68.99 

94-55 
86.36 
86.80 
86.67 

95.12 
95.84 

95-54 
98.64 

95- 2 5 
91.97 

7I-58 
91-52 



71.16 
95-95 

85-39 
95-92 
86.46 
92.16 

96.06 
96.08 
9340 
95->9 

69.62 

95-79 
88.26 
87.82 
89.70 

96.39 
96.62 

95-35 
97.90 
96.13 
93-3' 

69.97 
94.24 



38.38 
4-34 

2.57 
1. 16 
6-99 
5-29 

0.68 
2.18 
4-36 
3-82 

6.16 
1.82 
4.16 
4.64 
4-37 

o-73 
1.22 
0.41 

1.85 
3-23 

842 
4-03 



24.05 
0.23 

1.58 
0.67 
463 
4.1 1 

0.26 

'•55 
1. 91 

1.41 

4-93 
i-3i 

2-43 
2.41 

2-59 

0.45 
0.45 
0.26 

I-3I 
1.74 

2-35 
1.58 



These percentages cannot differ much from those that could 
be derived from the other counties of the same states, and they 
undoubtedly characterize the real estate mortgage debt of 
$1,039,571,848 existing in those states January 1, 1890; indeed, 
it may be inferred that the same percentages are approximately 
true of the entire real estate mortgage debt of the people of the 
United States, which may be estimated to be not far from 
#4,5<x>,ooo,ooo. 
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The borrower's freedom from " necessity " when he mortgages 
to secure deferred payments on a purchase of real estate dis- 
tinctly appears in Kentucky, where he usually pays interest at 
six per cent, while mortgages given for other purposes often 
bear interest at eight per cent. 

The foregoing table not only establishes the fact but suggests 
the reason why borrowers with "necessities" are relatively so 
few, at least among borrowers on real estate security. The 
necessity that in a way forces borrowing may consist either in 
impending loss or sacrifice or in need of the necessaries of life. 
When a man who hires his home has saved wealth enough to 
pay partly for a home of his own and can secure the remainder 
of the price with a mortgage, he proceeds to purchase ; but, 
whether the seller or a third person takes the mortgage, the 
purchaser is subject to no "moral duress" in his proceeding, 
and consequently cannot be subject to it in the matter of inter- 
est. He can buy or not buy, just as he estimates the pleasures 
of home owning ; and if he does not buy, he still lives on as he 
has lived before. But when, after he has become a debtor, he 
needs to renew the loan, it is true that he is not so clearly 
the free agent that he was when he first borrowed. The act 
of borrowing is dictated by necessity, in the popular meaning 
of that word, when by means of it loss or sacrifice may be 
lessened or prevented. A South Dakota farmer has suffered 
crop failure and when spring arrives he has no seed wheat. If 
his farm ceases to be productive, he must abandon it, and if he 
has any property on which he can secure by mortgage the price 
of the seed wheat that he needs, there is a possibility that he 
will not have to abandon the farm, and he is in a situation 
where he may be subjected to " moral duress " by a lender ; 
that is, the farmer will weigh the prospective abandonment of 
his farm against an exorbitant rate of interest, and he will agree 
to pay the interest. Such a purchase as that of seed wheat, as 
an object of indebtedness, has been classified under " farm and 
family expenses " in the preceding table ; and in this class are 
included expenses for food, clothing and sickness, taxes, store 
accounts, etc. Some of the mortgages classed as belonging to 
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business may have been caused by " necessity," as when busi- 
ness has been carried on at a loss and more capital is needed 
to prevent further loss. 1 In the purchase of personal property, 
too, as classified in the preceding table, there may be "neces- 
sity." If a distemper kills the only team of horses that a farmer 
has and the ploughing season is at hand, he may need to mortgage 
his farm to buy another team. Or the roof of his barn may be 
so rotten that the garnered crops beneath will spoil if it is not 
shingled without further delay, even if done on credit at a high 
rate of interest. His barns may have been destroyed by flood 
or fire and he cannot without further loss postpone rebuilding, 
even if he buys lumber by means of a usurious mortgage. The 
mention of these cases of borrowers' necessity warrants the 
conclusion reached both from ordinary observation and from the 
preceding tables that, the whole country considered, they are 
of comparatively infrequent occurrence. 

There are communities, it is true, where usury is often prac- 
tised. There is a bank in a certain Western state that com- 
monly gets interest at rates as high as sixty per cent on its 
mortgage loans, and it has not been called to account for this 
in any court. The explanation of a well-informed correspond- 
ent is that, in places where this bank and its branches do 
business without competition, the farmers, who are chiefly its 
borrowers, must submit to these high rates or fail to obtain 
loans ; while, in places where there is competition, there is 
somewhat more than the ordinary risk of insolvency of its 
borrowers and they cannot obtain money from other sources. 
In all cases there is a general disposition not to appeal to the 
law against usury. Some of the borrowers are too ignorant to 
know that they have a remedy at law; others expect to be out 

1 How numerous, relatively, cases of this sort are in business life, is not fully 
known, but Mr. Albert C. Stevens, editor of Bradslreet's, has thrown some light on 
the subject. The conclusions he derives from statistics collected by the Bradstreet 
Company are that one person in every ninety- four (1.06 per cent) engaged in busi- 
ness in commercial, financial and industrial lines fails each year with liabilities in 
excess of assets, and that, in all probability, one in every nine or ten fails each year 
without financial loss to others. — Publications of the American Statistical Association, 
March, 1891, p. 186. 
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of debt with one or two years of good crops, or, if the crops 
fail, to abandon their farms ; others, again, fear to shut off the 
supply of loan capital ; and still others share in the general 
spirit of submission to circumstances which all feel more or 
less. The mortgages on their face are not usurious, because 
the commissions and bonuses that are ultimately received by 
the bank are, paid to the cashier for "finding the money" ; and 
many of the mortgages are assigned to Eastern lenders, who, as 
in the case of nearly all the other Eastern investors in West- 
ern real estate securities, are not usurers. It is in those typical 
communities where loan capital is scarce or is controlled by a 
very few men, that usury, or at any rate the cost of loans 
above the legal interest rate, is more than sporadic. Such 
communities do not include a large proportion of the people 
of the United States and probably not a considerable proportion. 
A few instances of exorbitant interest gain more notoriety than 
millions of instances that come within the limits of the law. 

Human nature being as it is, the number of the cases of 
" necessity " must be small or usury laws must be a dead letter. 
The legal limit to the rate of interest is hardly anywhere too 
low for the borrower who has good security to give, or about 
whose solvency there is no doubt. Would-be borrowers who 
are not in this class must submit to one of two things : either 
they must pay a higher than the ordinary rate of interest, even 
though usurious, or they must fail to find a lender, and the 
common fact is that they do fail to find a lender, even where 
no usury laws exist. Financial confidences are so discreetly 
established that as a rule men who are not fitted to use bor- 
rowed capital so as to make it earn at least the ordinary rate 
of interest, nor to pay interest out of their income, cannot 
borrow. Such men must pay an insurance against loss to the 
lender, and there is a general disinclination to lend to them 
at all. The element of risk of repayment as contributing to 
what is called the rate of interest is in general not sufficiently 
appreciated in the consideration of the subject. One who is 
familiar with the circumstances of borrowers throughout all 
parts of the United States cannot fail to conclude that high 
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rates of interest are more immediately due to risk than to mo- 
nopoly or to the relationship of local demand for loan capital 
to its supply. The Eastern lender wants a higher rate of inter- 
est in Kansas than in his own neighborhood, because he has 
never seen the security or because it is far away, and hence he 
has some distrust of it, for which he must be compensated. 

III. The Psychology of Interest. 

So much for the legal interpretation and practical working of 
usury laws. There now remains an analysis of the psychical 
character of interest, which has necessarily been indicated in 
the previous discussion. First, it is necessary to resolve what 
is commonly called interest — that which is represented by a 
rate — into its various components. The most essential ele- 
ment is the payment for the utility transferred to the borrower ; 
this is the nucleus of the rate and may be its sole constituent. 
A second element often appears, namely, an addition for insur- 
ance against the loss of a portion or all of the principal. This 
is added, not in a well-defined percentage nor by a distinct 
estimate, but in a general way ; and, if the true rate for insur- 
ance were to be ascertained statistically for a great number of 
loans within a large area of country, it is probable that it would 
be found to be less than the rate actually received by lenders 
who receive any at all, the reason being that in the absence of 
exact knowledge their risk is overestimated. A factor in this 
insurance rate is the concentration of risk. Where one person 
makes many loans, he feels that only a small proportion of 
them may be lost ; but where there are many lenders, each 
making only a few loans, a single loss may represent a large 
fraction of the total amount lent by one individual, and this 
concentration of risk must be paid for. If this insurance ele- 
ment of the rate of interest is ever entirely absent, it is so in 
case of the "gilt-edge" securities, like the bonds of the United 
States. Finally there may be in the so-called rate of interest a 
third element, namely, a compensation for business — the labor, 
trouble and accompanying expenses of making loans, and the 
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incidental loss of interest between repayment and relending. 
This distinctly appears in small loans on short time in compari- 
son with large loans on long time. 

The risk and business elements of the rate of interest are of 
considerable account in the rates paid in new communities for 
imported capital, but are of small consequence in old well-to-do 
communities- possessing all the capital required for their own 
use. A full comparison of the East with the South and West 
cannot be made without bearing this in mind. The insurance 
and business elements of the rate of interest, therefore, should 
be eliminated in an examination of pure interest. 

After excluding these two elements, what motives remain to 
support the contract for the payment of interest at all ? Are 
they anything more than obedience to a custom or an unrea- 
soned unwillingness to lend without interest ? That interest is 
partly, at least, a matter of custom is shown by the mortgage 
statistics of the census. Its psychical character is revealed by 
the peculiarities of the rates. Fractions are relatively infre- 
quent. When they occur, they are generally the simplest, 
namely one-half. And further, rates are much more largely 
represented by even than by odd numbers. The following 
table 1 gives the statistics on these points for 2,218,640 real 
estate mortgages in the states named : 



States. 


Percentage of Mortgages bearing Interest 
at Rates represented by 




Whole numbers. 


Mixed numbers 
with %. 


Even numbers. 




95.18 
98.81 
99.16 
99.20 
97.71 


79-3° 

60.92 
78.32 
97.78 
86.22 


95.06 
72.81 
82.89 
71.41 

77-57 







The percentages in the first column are computed on the 
total number of mortgages ; in the second column, on the total 

1 Extra Census Bulletins, No. 16 and No. 20. 
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number of mortgages having rates represented by mixed num- 
bers ; in the third column, on the total number of mortgages 
having rates represented by whole numbers. It is remarkable 
that on January 1, 1892, all the usury laws in the Union 
fixed the maximum rate at an even number, except the law of 
Illinois, the National Currency Act, a corporation law of 
Massachusetts and a Pennsylvania law for agents. Although 
economic conditions have no doubt become adjusted to these 
peculiarities of the rate of interest, yet such peculiarities are 
evidently of psychic and not of economic origin. 

But whatever the rate may be, still interest is paid; and 
for the reason, from a psychological point of view, that 
loans cannot be obtained without such payment. If a lender 
is approached by a man with the request for a loan with- 
out interest or with interest at a rate lower than the ordi- 
nary rate, the lender will not accommodate him. If one man 
will not pay interest, the multitude will, since it is economically 
possible to do so, because prices are so adjusted that they return 
to capital interest on itself. Under the present industrial and 
property systems wealth owners will not lend without interest. 
They will that interest shall be paid. Is the psychical antece- 
dent of this anything more than the prospect that it will be 
paid ? Or does the lender at least vaguely feel that interest is 
due to him for economic reasons ? Is there any such economic 
warrant for including in the price of a pair of shoes the interest 
on the capital required to produce them, as there is for including 
the expense for labor or materials ? 

Widely divergent conclusions have lately been prominent in 
the study of the problem of interest. Professor Bohm-Bawerk's 
explanation that interest is due to "the increasing value of 
future goods as they ripen into present goods " is more especi- 
ally inadequate when money loans are considered. To the 
money lender future wealth is worth more than present wealth, 
instead of less ; his endeavor is to keep his loan wealth in the 
future and if he could not do this with interest he would do 
so by hoarding, although it may be admitted that he would save 
and hoard less wealth than he would save and lend. Money 
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is deposited in banks without the return of interest to deposi- 
tors that it may more safely be depended upon for some definite 
or indefinite use at some certain or uncertain time in the future. 
The $1,588,318,081 held on deposit by the 3677 national banks 
of the United States, mostly without interest to depositors, Sep- 
tember 25, 1 89 1, 1 testifies to the generally greater worth of fu- 
ture wealth than present wealth. The depositors are willing 
that others shall use this future wealth without the return of 
interest because they may at any time need to convert it into 
present wealth ; but let this need become more remote or im- 
probable — that is, let this wealth become less valuable as present 
wealth than it has been — and it is placed in the hands of bor- 
rowers at interest. The hundreds of millions of dollars placed at 
interest on Western real estate by Eastern lenders are worth 
more to the latter as future than as present wealth. A resident 
of the East, and doubtless of other parts of the country, may call 
to mind scores of acquaintances who would be sorely troubled if 
they could not let their money at interest; they desire to 
make their loan wealth future wealth, even independently of 
interest, and at the same time they receive interest for plac- 
ing this wealth more certainly in the future. It is denying 
one of the plainest objects of acquisitiveness to deny that it 
works for the future. 

To the borrower, on the other hand, borrowed wealth may be 
worth more as present than as future wealth, but in the large 
majority of cases, as the preceding table of objects of debt 
proves, he pays interest only to shift it upon final consumers or 
because it is only an equivalent of rental ; and final consumers 
pay it because, if they were to refuse to do so, production would 
cease. Upon going back of the present and future goods theory 
we encounter the ultimate cause of interest — the unwillingness 
of wealth owners to produce and to lend without interest. 

It may be, too, that to the lender the labor of producing sur- 
plus wealth above that which he wants to consume is greater in 
relation to its amount than the labor of producing that which he 
consumes — a principle strongly fortified by Professor Giddings — 

1 Report of the Comptroller of the Currency for 1 89 1, vol. i, p. 123. 
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but is this an antecedent of the extraction of interest in the 
mind of the lender ? If not, then here is the legitimate effect of 
this economic warrant for interest entirely uncaused by the war- 
rant itself. 

As Professor Bohm-Bawerk maintains, the economic and 
psychical characters of interest are reconcilable with the ex- 
planation that it is an equivalent of rent and surplus value. 
Generally speaking, a person possessed of productive capital 
may employ it himself and obtain surplus value ; or he may 
lend it, perhaps still obtaining all of the surplus value in the 
name of interest, but more probably sharing the surplus with 
the borrower. A study of the psychology of interest and 
surplus value leads to their identity ; they found a place in 
economics because the acquisitiveness of man has created them 
and long custom has made them permanent. They were be- 
gotten at an early time, when loan wealth was scarce, products 
were few and extortion was easy, and their existence has con- 
tinued because capitalists would not produce merely for the 
sake of earning salaries and the possessors of loan wealth 
would not lend with the return merely of the insurance against 
loss and of the compensation for the trouble of lending. They 
had it in their power to exact surplus value, rent and interest, 
and consumers, the enjoyers of final utilities and borrowers 
were willing to pay the exaction. 

The view here taken may at first seem to justify the old 
opinion that interest is without ethical warrant, and it would 
be a justification of that opinion if the consequences of borrow- 
ing were left out of account. In a loan of wealth a utility is 
acquired by the borrower. It may have been a present actual 
utility in the hands of the lender or only a potential one or 
no present potential utility at all ; it is sufficient that it be- 
comes a utility in the hands of the borrower. Lenders have 
always perceived this prospective utility, but in taking advan- 
tage of it they are limited economically by the fact that interest 
must not raise the expense of production, in the long run, above 
the selling price of product, or create a burden too great to be 
borne by income, if the borrowed wealth is not used productively. 
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Opinions may differ as to whether analysis and statistics 
show that debt is not prospectively an individual and social 
evil, in spite of the burden of interest ; but it is certain 
that if borrowed wealth is to be used productively, the bor- 
rower intends to obtain from consumers the interest that is 
to be paid to the lender, by adding it to the price of product ; 
and that if one pays interest on borrowed wealth not used 
productively, it is with the expectation that his income will 
sustain the payment. The plaint of the borrower is heard only 
when he cannot collect interest from consumers through the 
price of product nor pay it out of income. 

Interest is conducive to social welfare because it permits and 
stimulates the saving of capital. Men would save and hoard, as 
squirrels do, if they could not make their wealth earn interest ; 
but savings would be much less than they are, if the only mo- 
tive were provision for " a rainy day " or the prospect of income 
from the management of a larger capital. Borrowing increases 
the amount of productive capital and enlarges the quality and 
variety of products, while increasing the opportunities and 
probably the earnings of labor. Before the practice of borrow- 
ing can be impeached, more must be known than is now known 
in regard to the character and tendency of the distribution oi 
wealth, especially as influenced by interest. Through bor- 
rowing there is a distribution of the use and enjoyment of 
wealth among those who have not saved it, and the number of 
those who can take surplus value is thereby increased. If it is 
true that interest and surplus value are unearned gain, yet they 
have been and "still are necessary inducements to the main- 
tenance and development of industry in its many forms under a 
system of individualism. 

A summary of the foregoing and some consequent conclu- 
sions may now be made. Whether interest has an economic or 
a psychical warrant, it appears to be established permanently in 
the present constitution of affairs. If it is justified economi- 
cally, human nature practically demands it and agrees to its 
payment ; and if it is not so justified, human nature equally 
demands it and agrees to pay. The experience of centuries 
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testifies that it is better to borrow wisely according to the 
needs and abilities of the borrowing members of society than 
not to borrow at all. 

But the participants in a loan transaction commonly do not 
stand on an equal footing with each other. On the part of 
a borrower who is in a situation, for instance, where if he 
does not renew a debt or obtain an advance of farm supplies, 
he must lose some or all of the wealth he has saved, there is 
a mental operation, more or less wisely performed, in which he 
weighs the prospective loss against an exorbitant rate of inter- 
est which a lender may perchance exact if he has no com- 
petition. It will not do to say that the debtor is free to borrow 
or not to borrow, as he pleases ; while this accords with the 
physical fact, it does not accord with the psychical fact. The 
psychical necessity of borrowing to avoid a greater evil is much 
stronger than that of borrowing to improve a condition that 
is not especially painful and not likely to become worse. In 
the latter case, furthermore, he can take his time and await his 
opportunities, while in the former immediate decision is im- 
perative. Where lenders take advantage of the necessities of 
borrowers, the circumstances are such as to prevent the latter 
from dealing with the former with equal influence upon the 
bargain ; there is no practical escape from these necessities, 
except what is afforded by borrowing, and the lender's wealth, 
unlike labor and goods, can be kept in the form of money with- 
out expense or loss and need not be lent ; yet this cannot be 
said without some qualification, because lenders have to some 
extent become dependent upon borrowers for the sake of 
income. The borrower cannot wait until the local money 
market shall be supplied by so many lenders that any one of 
them will be glad to lend to him at a reasonable rate of inter- 
est ; but such delay is practically his only remedy in the regions 
where usury is frequent. The general welfare demands at 
least that one individual shall not use his advantage over 
another individual, when that advantage is not due to personal 
superiority and when its exercise does not promote such supe- 
riority in its possessor. Excessive interest is obtained through 
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monopoly, just as excessive freight charges are obtained, or 
excessive telephone rentals, or prices for gas. The defensible 
object of usury laws is to prevent the exercise of an unfair 
and unmerited advantage by one person over another. 

Although these laws, being usually penal in their nature, are 
to be strictly construed, no reproach can be brought against the 
courts in regard to their interpretation and enforcement. What- 
ever legal responsibility there may be for the failure of usury 
laws rests with legislatures. Interest is so bound up with the 
risk and the business trouble and cost of lending that the prac- 
tical difficulty of legislating, even by unprejudiced men, so as 
to protect borrowers without injuring them is greater than 
appears on superficial examination. If the highest legal rate of 
interest is, say, ten per cent and the rate ordinarily agreed upon 
is eight per cent, a person in whose case the risk of lending calls 
for a rate of twelve per cent cannot borrow, let his need be ever 
so urgent ; or the lender must be willing to violate the law, in 
which event he will want to be paid for the risk of violation and 
may want fourteen per cent or more. So far as risk is a part 
of the rate of interest and calls for a rate higher than the law 
allows, the object of the law cannot be accomplished ; loans 
cannot be obtained within the legal limit, if interest and risk 
exceed it, and men desiring to borrow are made to suffer, 
whether they borrow or not. The same conclusion may be 
applicable in a measure to the cost and trouble of lending, under 
the law as it exists in Nebraska and North Dakota. In the 
other states charges on this account are legally collected, although 
at times and in some regions they have been exorbitant. There 
seems to be no practical way to adapt usury laws to the risk 
element of the rate of interest, on account of the difficulty of 
determining in any specific case how much of the rate belongs 
to interest and how much to risk. 

While, to some extent, borrowers appeal to usury laws to 
modify or avoid their contracts and to inflict penalties, if there 
are any, the general testimony of observers is that to a much 
greater extent these laws are a dead letter in the communities 
where there are opportunities to violate them ; that is, for every 



466 POUTTCAL SCIENCE QUARTERLY. [Vol. VII. 

case in court there are many violations that never go into court. 
Yet, throughout the regions containing most of the population 
of the country, at the present time, violations are relatively few, 
because the opportunities to violate are relatively few, taking 
the whole number of loans into account. This somewhat 
depends upon where the legislature has drawn the line. If it 
is drawn too low, the law will be violated or many would-be 
borrowers must suffer. Once in a while a legislature has avow- 
edly undertaken to lower the rate of interest below the ordinary 
rate prevailing in the state, but the presumption is that these 
attempts were unsuccessful ; certainly it would greatly damage 
the interests of the people of any state making the attempt at 
the present time, by keeping out foreign capital and by driving 
out domestic capital. 

Leaving out of account the risk that may be involved, observers 
agree that the necessities of borrowers are not taken advantage 
of, law or no law, in communities where loan capital is plenty. 
In communities where it is scarce, advantage of their necessities 
has been taken with little or no appeal to the law, and, as far as 
positive conduct goes, usury laws appear to be ineffective. But 
how far abstention from taking advantage of borrowers' neces- 
sities has been due to fear of the penalty of the law, cannot be 
demonstrated and is mostly beyond observation. There would 
be some ground for believing in the deterrent effect of the pen- 
alty, if a community could be found in which, while the highest 
legal rate of interest should be not much above a reasonable in- 
terest rate plus ordinary risk and business elements, lending 
should be without competition and the rate of interest should be 
reasonable when compared with the prices of products and the 
earnings of borrowers. The general mildness or absence of pen- 
alty for violating the usury laws, throughout the states, indicates 
that these laws do not have much deterrent effect. While it is 
desirable that lenders shall not be allowed to force borrowers to 
decide between the suffering of a loss or sacrifice and the pay- 
ment of excessive interest, yet it is indicated both by the evi- 
dence of facts and by psychical analysis and deduction that laws 
intended to prevent this have not had a large measure of sue- 
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cess ; and at the same time it is now beginning to be known 
that, all associated elements of the rate of interest being taken 
into account and the prices of products and all else being con- 
sidered, by far the principal proportion of the loans made in the 
United States are subject to no usurious or unreasonable rates 
of interest. What the law has for some centuries undertaken 
to accomplish has now been nearly accomplished, not apprecia- 
bly by law, but by the production and saving of wealth. 

George K. Holmes. 



